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INSTRUCTOR'S NOTES

OBJECTIVES OF DIFFERENT REGULATORY AUTHORITIES & RATIONALE FOR REGULATIONS.

Session Overview

In this session we are going to discuss the basic objectives of Regulation in India and the objectives enshrined in various Acts for different Regulatory Authorities.

Learning Objective

Given the basic objectives of regulation and the objectives enshrined in the various Acts, the learner will obtain an overview of different objectives to the extent that it will make him aware of objectives of different Regulatory Authorities and rational for regulations as evaluated by the instructor.

Key Teaching Point - 1

Regulatory Commissions are set up to protect the interests of both service providers and consumers in the emerging regulatory environment in India. Consumers and Consumer Organisations have been clamoring for independent regulatory authorities for many years.

Regulatory authorities should be constituted, which will be transparent, independent and provide public participation in the true spirit of democracy. From that point of view, the consumers welcome the formation of regulatory authorities. The objectives of regulatory authorities that had been operating for many years in various countries and those set up in India are initially different. In India, public utilities are economic monopolies. From the point of view of large capital investment, it was not possible to have many players rendering these services. Therefore, the concern of the State was to ensure that such monopolies are prevented from exploiting the consumers in terms of pricing, supply, restrictive or unfair practices. Regulatory reforms in India as in other countries, seek to provide quality services to the consumer. What would constitute quality of service varies across the world even within a sector. In a network industry, quality of service is considered as a combination of network quality and quality of service available finally to consumers. The International Telecommunications Union defines quality of service as, “a collective effort of service performance which determines the degree of satisfaction of users of all services". 

In India it has been defined as the end-result of network design, planning, engineering, operation and maintenance and the management of services delivered by the use of network and human resources to a customer. Technology breakthroughs made it possible to unbundled services vertically and to introduce competition horizontally. There was evidence that competition could bring efficiency and improve consumer satisfaction in the provision of services. At the same time, it is necessary to protect consumer interest and ensure that quality service is provided at affordable cost. In addition, there is also a need to provide a level playing field for new investors and develop framework for private and public partnerships enabling efficient delivery of infrastructure services. All these provided a rationale for introducing regulation in infrastructure sectors in more countries including India. With the Government continuing to be one of the stakeholders, regulators have to be independent, maintaining an arm's length relationship with all stakeholders including Governments, in order to provide confidence to potential investors and consumers.

Key Teaching Point - 2

In India, various legislative enactments relating to infrastructure sectors, contain no provision in regard to quality of service to consumers. For instance, while the Electricity Act, 1910 set standards of safety in public interest, such as, prohibition of improper use of energy, prevention of illegal supply, prohibition of connection with earth, etc., it did not set any standards for quality of service. However, the regulatory resolution now enacted in the electricity sector has sought to address the issues of quality and consumer satisfaction. The Electricity Regulatory Commission Act, 1998 enjoins upon the Central Electricity Regulator to seek advice from the Central Advisory Committee on matters relating to quality, continuity and extend of service provided. The Orissa Electricity Reform Act, 1995 mandates the regulator to regulate the purchase, distribution, supply and utilization of electricity and maintain quality of service. Similar provisions exist in the Acts setting up regulatory authorities in Karnataka, Gujarat, Uttar Pradesh and Andhra Pradesh. In the Telecom Sector also, the Telecom Regulatory Authority of India (Amendment) Act, 2000 requires the telecom regulator to lay down the standards of quality of service to be provided by the service providers and ensure the quality of service and conduct the periodical survey of such service provided by the service providers so as to protect the interest of consumers. The Telecom Regulatory Authority of India had issued the Consultation Paper of Quality in November 1998 proposing certain benchmarks on consumer facility, technical parameters, quality of communication and grades of services. The paper also proposed criteria for quality of assessment of various services, penalties and rebates in customer rationale for non-performance, an elaborate feedback mechanism for monitoring and a mechanism for redressing consumer complaints at the appeal stage. However, no criteria for measuring standards and non-performance was laid down.

Unlike in the Telecom and Power Sectors, quality improvement, as part of regulatory requirement had not been incorporated under Port Law Management Act, 1997. However, the Act enjoins upon the Tariff Authority for Major Ports to frame a Scale of Rates by which and a Statement of Conditions under which any of the services specified shall be performed by the Board. The authority has used the Statement of Conditions as a regulatory mandate to ensure improvement in service quality. The Consultation Paper (TAMP 1998) observes that services provided or facilities extended by the service providers should be of good quality and must be efficiently done so that user is not required to pay extra for inefficiencies even if the payment is to be of approved rates. Further, Port Trusts are required to set for themselves targets for improvement in levels of productivity and TAMP must ensure a definite movement for realization of targets with a stipulated time.

Key Teaching Point – 3
Rationale for Economic Regulation and its Typology
In its most common context, regulation is an attempt to control or influence private behavior in the desired direction by imposing costs on or proscribing undesirable behavior. Since regulation can have important consequences for economic efficiency and private incentives, it is usually justified only under special conditions. Accordingly, there are three sets of justifications for regulatory interventions – prevention of market failures, restriction or removal of anti-competitive practices, and promotion of public interest.
To prevent market failure
Market failure is a condition in which the market mechanism fails to allocate resources efficiently to maximize social welfare. Market failures occur in the provision of public goods, in case of natural monopolies or asymmetric information, and in the presence of externalities. A natural monopoly occurs when an entire market is more efficiency served by one film than by two or more films due to increasing returns to scale. Natural monopolies enjoy scale benefits that protect them from competition; entry by other firms tend to lead to inefficient production i.e. the average cost of output is much higher with entry by multiple firms than with the existence of just one firms. In such cases, regulation may be necessary to protect consumer interest.

The water sector is still a natural monopoly and completely controlled by the government. Asymmetric information is a situation where one party to a transaction knows more about the product than another. This prevents the market mechanism from achieving an efficient allocation of resources. For example, a patient at a clinic knows less about his ailment and necessary treatment than his doctor, a situation the latter can manipulates to his advantage. This creates a role for regulation of market transactions or provision of information by a third party to remove or minimise information asymmetries. In India, considerable information asymmetries exit in the health and education sector. 6 Externalities constitute another source of market failure and are defined as the effects of production or consumption activity – positive or negative – on actors not involved in the relevant product market. For example, an industrial plant discharging waste into a river imposes a negative externality (costs) on users downstream. These costs are not factored into production decision at the plant but are instead borne by society. Regulation, in such circumstances, may be considered appropriate to restore economic efficiency. Unregulated production and consumption externalities are common in India, as in other developing economies.
To check anti-competitive practices
Firms may resort to anti-competitive practices such as price fixing, market sharing or abuse of dominant or monopoly power. Laws that empower officials to take action can help deter such practices. Regulation through a set of transparent, consistent, and non-discriminatory rules can create a competitive and dynamic environment in which market players can thrive. In its absence, anticompetitive practices and regulatory failures may not allow the market process to yield socially optimal outcomes.
CONCLUSION:

Regulatory Commissions are set up to protect the interests of both service providers and consumers in the emerging regulatory environment in India. It is important to protect the regulator's independence and autonomy, especially in initial stages. The regulator would set standards of service and monitor the same and in case of failure, award penalties or rebates. He ensures that any increase in tariff is also accompanied with increase in quality of service. The regulator should also encourage the utility I service provider to voluntarily declare the quality of service as decided by the regulator through a consultative process, and come out with a compensation package in case the standards are not met. 

The ultimate objective of regulation is not to attract private investment in provision of infrastructure services, but to ensure through such investment. improvements in the availability of services of a quality that provide utmost satisfaction to the consumers. The consumers expect the regulators to ensure total consumer satisfaction without the consumer constantly demanding the same. In order to fully realize the objectives of regulatory reforms, the regulator has to address technical and pricing issues as well as unbundling of services, introducing competition, tariff rationalization and issues of quality and consumer satisfaction.

PARTICIPANT'S NOTES

OBJECTIVES OF DIFFERENT REGULATORY AUTHORITIES & RATIONALE FOR REGULATIONS.
Regulatory Commissions are set up to protect the interests of both service providers and consumers in the emerging regulatory environment in India. Consumers and Consumer Organisations have been clamoring for independent regulatory authorities for many years.  Regulatory authorities should be constituted, which will be transparent, independent and provide public participation in the true spirit of democracy. From that point of view, the consumers welcome the formation of regulatory authorities. The objectives of regulatory authorities that had been operating for many years in various countries and those set up in India are initially different. In India, public utilities are economic monopolies. From the point of view of large capital investment, it was not possible to have many players rendering these services. Therefore, the concern of the State was to ensure that such monopolies are prevented from exploiting the consumers in terms of pricing, supply, restrictive or unfair practices. Regulatory reforms in India as in other countries, seek to provide quality services to the consumer. What would constitute quality of service varies across the world even within a sector. In a network industry, quality of service is considered as a combination of network quality and quality of service available finally to consumers. The International Telecommunications Union defines quality of service as, "a collective effort of service performance which determines the degree of satisfaction of users of all services". In India it has been defined as the end-result of network design, planning, engineering, operation and maintenance and the management of services delivered by the use of network and human resources to a customer. Technology breakthroughs made it possible to unbundled services vertically and to introduce competition horizontally. There was evidence that competition could bring efficiency and improve consumer satisfaction in the provision of services. At the same time, it is necessary to protect consumer interest and ensure that quality service is provided at affordable cost. In addition, there is also a need to provide a level playing field for new investors and develop framework for private and public partnerships enabling efficient delivery of infrastructure services. All these provided a rationale for introducing regulation in infrastructure sectors in more countries including India. With the Government 

continuing to be one of the stakeholders, regulators have to be independent, maintaining an arm's length relationship with all stakeholders including Governments, in order to provide confidence to potential investors and consumers.

In India, various legislative enactments relating to infrastructure sectors, contain no provision in regard to quality of service to consumers. For instance, while the Electricity Act, 1910 set standards of safety in public interest, such as, prohibition of improper use of energy, prevention of illegal supply, prohibition of connection with earth, etc., it did not set any standards for quality of service. However, the regulatory resolution now enacted in the electricity sector has sought to address the issues of quality and consumer satisfaction. The Electricity Regulatory Commission Act, 1998 enjoins upon the Central Electricity Regulator to seek advice from the Central Advisory Committee on matters relating to quality, continuity and extend of service provided. The Orissa Electricity Reform Act, 1995 mandates the regulator to regulate the purchase, distribution, supply and utilization of electricity and maintain quality of service. Similar provisions exist in the Acts setting up regulatory authorities in Karnataka, Gujarat, Uttar Pradesh and Andhra Pradesh. In the Telecom Sector also, the Telecom Regulatory Authority of India (Amendment) Act, 2000 requires the telecom regulator to lay down the standards of quality of service to be provided by the service providers and ensure the quality of service and conduct the periodical survey of such service provided by the service providers so as to protect the interest of consumers. The Telecom Regulatory Authority of India had issued the Consultation Paper of Quality in November 1998 proposing certain benchmarks on consumer facility, technical parameters, quality of communication and grades of services. The paper also proposed criteria for quality of assessment of various services, penalties and rebates in customer rationale for non-performance, an elaborate feedback mechanism for monitoring and a mechanism for redressing consumer complaints at the appeal stage. However, no criteria for measuring standards and non-performance was laid down.

Unlike in the Telecom and Power Sectors, quality improvement, as part of regulatory requirement had not been incorporated under Port Law Management Act, 1997. However, the Act enjoins upon the Tariff Authority for Major Ports to frame a Scale of Rates by which and a Statement of Conditions under which any of the services specified shall be performed by the Board. The authority has used the Statement of Conditions as a regulatory mandate to ensure improvement in service quality. The Consultation Paper (TAMP 1998) observes that services provided or facilities extended by the service providers should be of good quality and must be efficiently done so that user is not required to pay extra for inefficiencies even if the payment is to be of approved rates. Further, Port Trusts are required to set for themselves targets for improvement in levels of productivity and TAMP must ensure a definite movement for realization of targets with a stipulated time.

To promote the public interest
A third set of justification arise from concerns about the promotion of public interest which is an important policy objective for governments. Ensuring fair access, non-discrimination, affirmative action, or any other matter of public importance can provide an important reason for regulation.
CONCLUSION:

Regulatory Commissions are set up to protect the interests of both service providers and consumers in the emerging regulatory environment in India. It is important to protect the regulator's independence and autonomy, especially in initial stages. The regulator would set standards of service and monitor the same and in case of failure, award penalties or rebates. He ensures that any increase in tariff is also accompanied with increase in quality of service. The regulator should also encourage the utility I service provider to voluntarily declare the quality of service as decided by the regulator through a consultative process, and come out with a compensation package in case the standards are not met. The ultimate objective of regulation is not to attract private investment in provision of infrastructure services, but to ensure through such investment, improvements in the availability of services of a quality that provide utmost satisfaction to the consumers. The consumers expect the regulators to ensure total consumer satisfaction without the consumer constantly demanding the same. In order to fully realize the objectives of regulatory reforms, the regulator has to address technical and pricing issues as well as unbundling of services, introducing competition, tariff rationalization and issues of quality and consumer satisfaction.

Rationale for Economic Regulation 
In its most common context, regulation is an attempt to control or influence private behavior in the desired direction by imposing costs on or proscribing undesirable behavior. Since regulation can have important consequences for economic efficiency and private incentives, it is usually justified only under special conditions. Accordingly, there are three sets of justifications for regulatory interventions – prevention of market failures, restriction or removal of anti-competitive practices, and promotion of public interest.
To prevent market failure
Market failure is a condition in which the market mechanism fails to allocate resources efficiently to maximize social welfare. Market failures occur in the provision of public goods, in case of natural monopolies or asymmetric information, and in the presence of externalities. A natural monopoly occurs when an entire market is more efficiency served by one film than by two or more films due to increasing returns to scale. Natural monopolies enjoy scale benefits that protect them from competition; entry by other firms tend to lead to inefficient production i.e. the average cost of output is much higher with entry by multiple firms than with the existence of just one firms. In such cases, regulation may be necessary to protect consumer interest.

The water sector is still a natural monopoly and completely controlled by the government. Asymmetric information is a situation where one party to a transaction knows more about the product than another. This prevents the market mechanism from achieving an efficient allocation of resources. For example, a patient at a clinic knows less about his ailment and necessary treatment than his doctor, a situation the latter can manipulates to his advantage. This creates a role for regulation of market transactions or provision of information by a third party to remove or minimize information asymmetries. In India, considerable information asymmetries exit in the health and education sector. 6 Externalities constitute another source of market failure and are defined as the effects of production or consumption activity – positive or negative – on actors not involved in the relevant product market. For example, an industrial plant discharging waste into a river imposes a negative externality (costs) on users downstream. These costs are not factored into production decision at the plant but are instead borne by society. Regulation, in such circumstances, may be considered appropriate to restore economic efficiency. Unregulated production and consumption externalities are common in India, as in other developing economies.
To check anti-competitive practices
Firms may resort to anti-competitive practices such as price fixing, market sharing or abuse of dominant or monopoly power. Laws that empower officials to take action can help deter such practices. Regulation through a set of transparent, consistent, and non-discriminatory rules can create a competitive and dynamic environment in which market players can thrive. In its absence, anticompetitive practices and regulatory failures may not allow the market process to yield socially optimal outcomes.
To promote the public interest
A third set of justification arise from concerns about the promotion of public interest which is an important policy objective for governments. Ensuring fair access, non-discrimination, affirmative action, or any other matter of public importance can provide an important reason for regulation. Some major regulations in this regard in India are:

· Support pricing i.e. government offering to buy wheat or rice from farmers at a price which is higher than the market price

· Public distribution system: supply of food grains at a price which is lower than the market price

· Free distribution of piped water and free power to agriculture these are regulatory these are regulatory decisions to levy zero tariffs which stem from policy stances.

· Free power to agriculture which happens before elections - - a policy with regulatory 

Note that public interest regulation can always be manipulated by lobbies to further their vested interest.
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